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To Our Shareholders: 


Operations of our company for the six months 
ended December 31, 1968, are reviewed in this 
special report to shareholders. Following the 
change in control which occurred during the 
period, a vigorous policy of acquisition has been 
launched. Our year-end has therefore been changed 
from June 30 to December 31 in order to simplify 
the presentation of our financial statements so that 
in future we will be able to present an accurate and 
complete picture of all our operations. 


Financial Review and Forecast 

Our financial results for the six months under 
review do not yet reflect the basic and exciting 
changes which have been taking place in our com- 
pany. This has been a period during which the 
foundations of a bright new future for Erie have 
been laid. The change of name of our company to 
Erie Diversified Industries Limited symbolized the 
management policies now being followed. 

Sales for the period were $1,671,702. Operating 
income for the six months ending December 31, 
1968 was $89,463. Nonrecurring costs of reorgan- 
ization and acquisition amounting to $29,426 and 
provision for income taxes of $32,245 resulted in 
net earnings of $27,792. 

Earnings figures were affected by the high level 
of nonrecurring expenses connected with the re- 
organization of our company. 

A major reorganization of capital structure was 
undertaken during the period, and on January 7, 
1969, the changes were given final approval at a 
Special Meeting of Shareholders. The changes are: 
(1) Creation of a new Class A preferred stock, rep- 

resenting a three-for-one exchange with the 
former Class A shares. The new shares carry 
a non-cumulative preferred dividend of 20 
cents per share, are fully participating and are 
non-voting. Authorized capital of this class has 
been increased to 450,000 shares (no par 
value). 

(2) Reclassification of the former Class B common 
stock as common shares with no par value. 
This new stock was also exchanged on a three- 
for-one basis. Authorized capital of the class 
was increased to 300,000 shares. 

Our operating structure was changed during the 
period, but in spite of this it is worth noting that 
fabrics and wood still provide a common denomi- 
nator to all our divisions. There is even a direct 
involvement of our wood products at H. A. Ball & 
Sons. A separate Wood Products Division, con- 
tinuing the former name of Erie Flooring & Wood 
Products, has been set up to carry on the com- 
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pany’s business in the hardwood industry and, fol- 
lowing the acquisition of Twilight Investments 
Limited in December, a new Fabric Division was 
formed. This company operates under the name 
of A & A Fabrics as an importer and distributor 
of textile fabrics. 

Recently, further acquisitions have led to the 
setting up of two other divisions. H. A. Ball & Sons 
Limited, engaged in the sale and reconditioning 
of steel container drums for the process industries, 
forms the nucleus of our Containers Division, while 
Lanark Furniture Company, which manufactures 
and sells upholstered furniture, is the basis of our 
Furniture Division. Another acquisition, Stitsky’s 
Textile Centre, has added a chain of four retail 
fabric stores to the Fabric Division. 

Acquisitions already made are expected to in- 
crease our sales to the $8 million mark by the end 
of 1969. Earnings can also be expected to improve 
substantially during 1969 as full advantage is 
taken of the opportunities for integration of oper- 
ations and as the burden of nonrecurring expenses 
is lessened. 


Board of Directors 

Since the end of the period under review, the 
Board of Directors of our company has gained a 
valued new member. He is Mr. J. O. McCutcheon, 
Professor and Chairman of Civil Engineering and 
Applied Mechanics at McGill University. Mr. 
McCutcheon is a member of several national com- 
mittees on engineering research and development, 
and a director of several Canadian companies. 


The death of Mr. Gabriel Gat, a senior officer 
of the company, in April of this year was a sad loss 
to his colleagues and to our company. He has been 
replaced by Mr. Robert Walker who was his assist- 
ant for 18 years. 


The Future 

Accomplishing all of these developments would 
have been impossible without the support of our 
employees, customers and business friends. We 
trust that this will continue at the same high level 
during the coming year. 

We feel that we are operating in areas which will 
give us excellent growth, that we are in fact in 
industries that have a healthy future. Looking for- 
ward we see further expansion within the divisions, 
which combined with further acquisitions in the 
same and other fields, will provide the growth pat- 
tern we all wish to see. 


On behalf of the Board of Directors, 


Ue. 


Frederick A. Litwin 
President 


Erie Diversified Industries Limited | 


Company Philosophy 


Erie Diversified is a holding company growing 
both by internal expansion resulting from integra- 
tion of operations and by acquisition. The com- 
pany’s approach to acquisition policy is to seek 
out firms whose operations complement its existing 
organization. Erie does not seek diversification 
merely for the sake of diversifying. It deliberately 
plans its acquisitions to take maximum advantage 
of opportunities for integration. General policy 
of the company is formulated at the head office, 
including assessment, discussion and negotiation 
of acquisitions and the important job of correlating 
the activities of all sectors to maximize efficiency 


and profits. 

The company is organized in four operating di- 
visions — Wood Products, Fabric, Containers and 
Furniture. Each of these divisions has something 
to offer to the others. Each division operates under 


the direct control of its own general manager, who 


is responsible for day to day operations. Major 
financial considerations and broad general policy 
are handled within the guidelines set by the Board 
of Directors. A stock option plan for senior man- 
agement and key employees offers attractive incen- 
tives for performance and contributes to the high 
morale and aggressiveness displayed by our staff. 


Wood Products Division (Erie Flooring) 


Major programs of expansion and moderniza- 
tion are making this thriving division one of the 
most efficient and competitive wood products 
operations in Canada. 


Strip and parquet flooring, pallets and semi- 
finished dimension stock are produced in its plant 
at West Lorne, Ontario, just one mile from the 
MacHanile: Gacist Freeway. 


The division has been able to maintain its share 
of the strip flooring market, and is growing 


steadily because of the increasing demand for par- 
quet flooring by the building industry. Erie is in a 
strong position to take profitable advantage of this 
trend. The modern automated production lines it 
has installed within the last two years produce 
parquet flooring by an advanced method in which 
the small sections which make up the flooring are 


held together by a web backing made from z a form 
of cotton. 


Growth in sales of this type of parquet flooring 


at a rate of between 10 per cent and 15 per cent a 
year is expected as the building boom continues 


and as more and more builders Decors accus- 
tomed to using it. 


Currently parquet accounts for about 30 per 
cent of the division’s sales at home and abroad. 


Erie is also well equipped to win a major share | 


of the rapidly expanding market for pallets. New 


machinery, which allows pre-drilling and nailing 
of pallets in a single production line, gives Erie 


an edge over its competitors in this field. Capacity 


use of this equipment will give Erie a commanding 


position in the Ontario market. 


Furniture Division (Lanark) 


Medium priced upholstered furniture is pro- 
duced by this division in its Toronto facilities. 


The division has achieved annual average sales 
growth of around 10 per cent a year in the 20 years 
it has been in business, and this rate can be ex- 
pected to accelerate as demand increases. 


Major factors affecting furniture sales include 
population growth, housing completions and per- 
sonal disposable income. Current upward trends 
in all three of these suggest a continued rise in 
demand. 


Most new homes today have more rooms to be 
furnished and as incomes rise the well-kept living 


room is becoming a centre of family entertainment 
and good living. Inevitably these trends imply more 
customers for good-quality furniture. 


Erie Diversified regards Lanark as a strong base 
for further expansion in the furniture business. 
There are good possibilities for integration with 
other divisions of Erie. About half of the whole- 
sale value of upholstered furniture consists of ma- 
terials, principally wood and fabrics. 


Lanark has built up a fine reputation for good- 
quality products. It has a strong sales staff and is in 
a good position to take profitable advantage of 
the exciting growth opportunities in the furniture 
business. 


Containers Division (7. A. Ball & Sons) 


This division is an old, well-established oper- 
ation in a growth field — the cleaning and recon- 
ditioning of steel containers for the process 
industries. 


It operates from a two and a half acre site on 
prime industrial land near to the Gardiner and Don 
Valley Expressways in downtown Toronto. 


Metal drum containers are the main means of 
shipping bulk powders and liquids. Each container 
can be reconditioned as many as 15 times, so the 
reconditioning business is an extremely important 
factor to these basic industries. 


To recondition containers, H. A. Ball uses 
various techniques such as burning, sand-blasting, 
caustic soda baths and spray-painting equipment. 


Aggressive marketing under new and energetic 
young management is already attracting new busi- 
ness. The amount of business available is growing 
steadily as basic Canadian industry expands, but 


Erie also expects its containers division to increase 
its share of the market. 


Expansion of operations, through acquisition 
and by installation of facilities for manufacturing 
new drums, offers attractive possibilities for addi- 
tional growth of sales and earnings. 
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Fabric Division ) 
Wholesale (A & A Fabrics) 


This fast- -growing and profitable operation has 
built up a fine reputation in the business of import- 
ing and distributing fabric and trim to retail stores 
and clothing manufacturers. 


Independent U.S. studies show that home sew- 


ing is growing at rates of between 20 per cent and 
30 per cent a year because of increased awareness 
of fashion allied with the constantly rising cost of 


labor. Better sewing machines, improved and sim- 


plified patterns and instructions also contribute to 
this record growth rate. 


These factors all suggest a bright future for 


fabric and trim sales, and the skill and know-how 


of A & A’s young aggressive management give the 


division a vital advantage in competing for a major 


share of this booming market. Strong expansion of 
A & A’s sales, resulting both from general growth 


of the market and from displacement of competi-— 


tors’ business, is confidently expected. 


Retail (Stitsky’s Textile Centre) 


Four retail fabric outlets are operated under the 


Stitsky name in Metro Toronto, providing 25,000. 


square feet of selling area. Expansion now under 
way at the largest of these stores will add anes 
15,000 square feet of selling area. 


Fabric, accessories, trim, notions, draperies and 
patterns are all sold, and the strong growth of home 
sewing must inevitably lead to a rising trend in 
sales of all these products. 


Expansion is planned for the Rat -at-home serv- 
ice and of contract sales. 


ye 


ERIE DIVERSIFIED INDUSTRIES LIMITED 
(formerly Erie Flooring & Wood Products Limited) 


CONSOLIDATED STATEMENT OF INCOME AND RETAINED INCOME 


for the six months ended December 31, 1968 


Revenue: 
RSTIES Le aceite MPEP gE he 5 OR ae anit MR OO AO7AE, ets SRE ARE AON a $1,671,702 
Expenses (income): 
Costotisales (including depreciation’ of. $24,985) \ 0h eh ee $1,475,113 
PvaMMnIstrativeranG Sling EXDENSES dh lho hd setart Nacdseusesnaten Petcne Betton naameas 112,588 
PPE est OfOn Oe -eTMICOE Mey, sheet hl Perc Ronit ps ghhc Oh Pwo ad ieee eins 2,012 
Dividend from associated company ..................... FT Seth ae Pa tA s Sarl NIP a DY (7,474) 
$1,582,239 
Operating income for the period 0.2.2.0... eee $ 89,463 
Rear eam savlonrangd LACGUISILION “COSES 28a. k, Lt tay «, SeceaieNireseeypesdeaties mh cmktabaen We 29,426 
Net income for the period before income taxes ............................. $ 60,037 
PSU areCCuINC GING TAXES ors 8ke the cine e Ae Ca ae ee eo TREES oe 32,245 
Net income for the period 2000000..00.000.occccc ccc eeteeeetees $ 27,792 
Harncerorereraineg incoiniesat SUVA yak) lc quiere todd Deir so Ah ceacsaan 884,966 
Accumulated losses of a previously unconsolidated subsidiary ........................ (17,418) 
PEGS OI eo LASS TAT SATOS nls ic notia br. sete esas oa Mate a neve Dacha he Saved ta ued (10,500) 
Balance of retained income at December 31 $ 884,840 


AUDITORS’ REPORT 


We have examined the consolidated balance 
sheet of Erie Diversified Industries Limited as at 
December 31, 1968 and the consolidated income 
and retained income and source and use of work- 
ing capital statements for the six months then 
ended. Our examination of the financial state- 
ments of Erie Diversified Industries Limited and 
those subsidiaries of which we are the auditors 
included a general review of the accounting pro- 
cedures and such tests of accounting records and 
other supporting evidence as we considered neces- 
sary in the circumstances. We have relied on the 


April 7, 1969. Toronto, Ontario 


To the shareholders of Erie Diversified Industries Limited: 


report of the auditor who has examined the finan- 
cial statements of Twilight Investments Limited. 


In our opinion, these consolidated financial 
statements present fairly the financial position of 
the companies as at December 31, 1968 and the 
results of their operations and the source and use 
of their working capital for the six months then 
ended, in accordance with generally accepted ac- 
counting principles applied on a basis consistent 
with that of the preceding year, except for the 
change in consolidation practice as explained in 
Note 3. 


GLADWELL & GAVILLER 
Chartered Accountants, 


ERIE DIVERSIFIED INDUSTRIES LIMITED 
(formerly Erie Flooring & Wood Products Limited) 


CONSOLIDATED BALANCE SHEET as at December 31, 1968 


ASSETS 
CURRENT: 
Casha 2.205. eis Gist tebe dia faa beck telnet $ 31,374 
Accounts, receivable 0.355 2h. invicta ee 518,797 
Advances on ‘material purchase contracts.) 5.{-..0). 0 ee 46,787 
Inventories. (Note 4) v.25 SSSA ye ee, 802,883 
Prepaid expenses ......5.0c45.h 4m, asleep yoke 13,656 
INVESTMENTS, at cost: 
Deposit on option ‘to purchase (Note,10)2 9 ee 2. A es $ 60,000 
Sundry!) 30) 2c cg ak RN 18,234 
FIXED, at cost (Note 5): 
Land, buildings, machinery.and equipment..927.-..>.1..7,keee ee ee a ee ee $792,688 
Less — Accumulated depreciation «360)..3.540 apo eee a 490,558 
OTHER: 
Excess of cost of shares in subsidiary company over fair value of net assets acquired 
(Note 3) viii erie iihoo len ha RUE OUD RAC eae ne ee e128 bS 
SUM ry oi. cbe cscs cs tadaps sda esc gost ct ep tae gale OR te RNG ees ae 1,145 
LIABILITIES 
CURRENT: 
Bank indebtedness. (Note 6)).,4)..00e ee $446,157 
Accounts payable and accrued liabilities.) ho 364,424 
Income and-other taxes payable)... ye 65,400 
Current portion of long-term liability... 09.2.7 0a 20,000 
LONG-TERM: 
7% first mortgage payable to the Industrial Development Bank, due 1971 ............ $ 50,000 
Less — Current portion: 023. 2.05.1 ae a ee ee 20,000 
SHAREHOLDERS’ EQUITY: 
Capital stock (Notes 7 and 10) — 
Authorized — 
35,000 Class A $0.60 cumulative non-voting non-redeemable preference 
shares, no par value 
100,000 common shares, no par value 
Issued — 
35,000 Class A... cetiesiee vhs raed eRe ee $ 14,737 
74,000 common.” 1).3.<. See aeaton bea ele ee 95,263 
$110,000 
RETAINED INCOME? (050.0; easton ee ee 884,840 


Approved on behalf of the board 
F. A. LITWIN, Director 
W.H. GILES, Director 


The accompanying notes are an integral part of the consolidated financial statements. 
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$1,920,821 


ERIE DIVERSIFIED INDUSTRIES LIMITED 
(formerly Erie Flooring & Wood Products Limited) 


CONSOLIDATED STATEMENT OF SOURCE AND USE OF WORKING CAPITAL 
for the six months ended December 31, 1968 


Source of working capital: 


Operations — 
INGUINCOMG—.: AA gies ce. |: ie et ed Ate BSE TARE SEE LY eee a Bee ys AT ANSP? 
Add — Expenses not requiring use of working capital — 
DE DICCIAL OT oe wae en ey PIMs UU ee aha acs' Mae Naan Ae 24,985 
ne Pe] 
BalcrOuenhares iivassOciated Company <6. eh tet te Gains ne Lae Ae Bhaes 41,727 
ARC ORIN CO ASSO(Ses ngs ott ee an Ube Nae OVATE) ol ed cae be 5,884 
SEO CI SOC KIS SUCK en aw nenaen ie a beaten whe Vere PE a att 70,000 
AVOLMINe eADItaL ACKUIFeEd {FON SDOSIGIALICS 25 se phat oo esas 8h cates ase! 67,726 
OER ee ae She eek OI ete eek eee iol epee bel Deg ts) 3,654 
Total source ............. roped Ato tea na REBUT et ae a: anne ERE ASA Ot mare $ 241,768 
Use of working capital: 
Depositan option to purchase (Note tO) mii ee ag elk $ 60,000 
PATS ON EXC SASSELS EL gen Ret ee Se aa, eee eh eta ai liawe ee teas 56,861 
Excess of cost of shares in subsidiary company over fair value of net assets 
BME CENT NOLES) manaerdn ames Lan i ve iam heh WER, CAN Rsk stay 125,815 
MecucuonuM Mot ttave Da Vale, va cuss in care) Mit edhard, Mat wale Mech nsdenmiehe 10,000 
Accumulated losses of a previously unconsolidated subsidiary (Note 3) ........ 17,418 
MDa Cie MGCoTIN ASSN GATE Sites gies dN ae, Wiictciee Leelee leiree aeecn kamen name ys 10,500 
Oi dss Ree SAEs em ADT io Bia te at IS Vols alte ae RPT MEME Pie tia a0 Oem De ater 1,397 
Total use TO Roe Ud et Ree: Miers a CRAWL antes CoM Cea $ 281,991 
(Decrease) in working capital 0... ecee teens $ (40,223) 
PE eeerare ERO PU IE AT SIU Vu beeen ee ea Vn «ENG «PO Se mente eh Rana tuned Racscy Re Regss 557,939 
Working capital at December 31 00.00. $ 517,516 
Working capital: 
RSET Rises 6h OMe AER Bethe ag RACE ECR eR A al Ee oe ae heed ete ee gates $1,413,497 
SOUPS MERCAIET SUU gI oer 2 he enh eo ll RE aa tn eee oA ROAD SO RCRA ee a 895,981 
Working capital at December 32 0.2. $.°517,516 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
as at December 31, 1968 


1. CHANGE IN YEAR-END 


Because of a change in year-end to December 31, the financial statements are presented for a 
six-month period only. 


2. COMPARATIVE STATEMENTS 
As the change in consolidation practice, referred to in Note 3, had no material effect on the 
financial statements of Erie Diversified Industries Limited (Erie) previously presented and 
because of the change in Erie’s year-end and the difference in year-ends that existed among 
the parent and its subsidiaries at that time, the June 30, 1968 income statement has not 
been restated and is presented separately for comparative purposes. 


. ACQUISITION AND PRINCIPLES OF CONSOLIDATION 
On December 1, 1968 Erie acquired the outstanding shares of Twilight Investments Limited 
(Twilight) at a cost of $170,000 which was paid in cash ($100,000) and by issuing 14,000 
(pre-split) Class B common shares which have been recorded at $5 each. The acquisition has 
been accounted for as a purchase, and the consolidated statement includes the operations of 
Twilight from December 1, 1968. The company does not intend to amortize the excess of 
cost of Twilight’s shares over fair value of net assets acquired ($125,815). 


Ww 


10. 


As a result of the above transaction, Erie changed its policy on accounting for subsidiaries to 
include the accounts of its subsidiaries on the December 31, 1968 consolidated financial 
statements. Accordingly the consolidated financial statements include the accounts of the 
three subsidiary company (all wholly owned) as follows: 

Esskay Floors Limited 

Bopal Developments Limited 

Twilight Investments Limited 
In prior periods, the company’s financial statements did not include the accounts of its sub- 
sidiaries since their assets and liabilities and operations were not significant in relation to 
Erie’s, and their year-ends were six months removed from Erie’s. The consolidated retained 
income of the company as at July 1, 1968 has been reduced to include losses of $17,418 since 
acquisition of a previously unconsolidated subsidiary. 


. INVENTORIES 
Inventories comprise the following: 
Finished products, manufactured or purchased $331,434 
Raw materials and supplies 471,449 
$802,883 


Finished goods are valued at the lower of cost and net realizable value. Raw materials and 
supplies are valued at the lower of cost and replacement cost. 


. FIXED ASSETS 


Fixed assets and accumulated depreciation are classified as follows: 


Accumulated 
Cost Depreciation Net 
Land $ 10,845 — 10,845 
Buildings 150,988 54,416 96,572 
Machinery and equipment 630,855 436,142 194,713 


$792,688 490,558 302,130 


Depreciation has been calculated on the declining balance method at rates normally per- 
mitted for income tax purposes. 


. BANK INDEBTEDNESS 


The parent company has pledged its accounts receivable ($448,093) as security for bank 
indebtedness amounting to $384,869. 


. CAPITAL 


During the period the Class B shares were re-designated as no par value common shares, an 
additional 40,000 such common shares were authorized, and 14,000 were issued on the 
acquisition of Twilight. 


. REMUNERATION (directors and senior officers ) 


Remuneration of directors and senior officers amounted to $32,350. 


. CONTINGENT LIABILITY 


One of the subsidiaries is contingently liable in the amount of $134,425 in respect of factored 
accounts receivable. 


POST BALANCE SHEET EVENTS 

A Capital: 
On January 17, 1969 supplementary letters patent were issued — 
(1) re-classifying the Class A preference shares into new Class A preference shares on a 
one-for-one basis, subdividing them on a three-for-one basis, each split share carrying the 
right to a non-cumulative $0.20 preferential dividend as well as being participating, non- 
voting and without par value, 


(2) subdividing the common shares on a three-for-one basis, 


(3) increasing the number of authorized Class A preference shares to 450,000, 
(4) providing that the maximum consideration for which shares shall be issued is — 


Authorized Capital Amount 
450,000 Class A preference shares $5,000,000 
300,000 common shares 1,000,000 


(The new Class A preference shares are not redeemable. ) 
Subsequently shares were issued for cash by private placement as follows — 


40,000 Class A preference shares for $500,000 
5,000 common shares for 100,000 
$600,000 


B Stock option plan: 
Of the authorized and unissued Class A preference and common shares, 5,250 Class A 
preference and 11,100 common shares (after the three-for-one split) are reserved under 
an executive and employee stock option plan entered into after December 31, 1968. 
Options granted under this plan are for terms up to ten years at ninety per cent of the 
market value of the date granted. Options on 4,350 Class A preference shares and 9,300 
common shares at $10 per share have been granted. 


C Acquisitions: 

In February, 1969 the company acquired all the outstanding shares of H. A. Bail & Sons 
Limited (Ball) for $620,000 cash; a deposit of $60,000 on an option to purchase Ball had 
been made in 1968. 

In March, 1969 the company incorporated a subsidiary company, Lanark Furniture 
(1969) Limited, to purchase the net assets of Lanark Furniture Company for $500,000 
cash, and a $550,000 non-interest bearing debenture, maturing $450,000 in 1971 and 
$100,000 in 1974, and convertible into new Class A preference shares of Erie as follows: 


1970 9,900 shares 
1971 9,900 shares 
1974 4,950 shares 


24,750 shares 


The liability under the convertible debenture is subject to downward adjustment if a 
specified earnings level, under certain conditions, is not reached by Lanark (1969). 

The debentures will be secured by assignment of a $500,000 note to be issued by Lanark 
(1969) to Erie, by Erie’s investment in Lanark (1969) shares ($100) and a guarantee 
by Erie. 


D Borrowing: 
The parent company has borrowed $220,000 on a 6% promissory note, maturing in 1974 
and collaterally secured by a first mortgage on the real estate of, and a chattel mortgage on 
the equipment of, Ball. 


ERIE FLOORING AND WOOD PRODUCTS LIMITED 


Although no valid comparison of the 1968 results of the present company — Erie Diversified — can be 
made with earlier results of Erie Flooring and Wood Products Limited, the income statement for the latter 
company for the year ending June 30, 1968, is presented here for the interest of shareholders. 


Sales gies Gicuis tue roe Peed be Sv PEC PANT our omtar Wena pie te, cary NOGA g $2,787,888 
Cost of sales, including depreciation of $48,936 00.0... $2,471,190 
Administrative and selling expenses ...................0.... PRS AP Ent habe eh ode 178,857 
THpereseronslone-term  Geot y.10i4 uee more Nadim genes nie pansion Pedal ott 5,086 
$2,655,133 

Operating income $ 132,755 
PEN MEOMMASSOCIALED COMPANY).rsiau coisa metry eabalajaehees sabia! 5,830 
Net income for the year before income taxes ...................... $ 138,585 
Estimated income taxes ................. CAPR MY ah aR UTR rere ceguiiae Reet 60,000 


BaNetuncome Lor the years mye ct se wai nok eauintaeles $ 78,585 
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